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September 27, 2000

Honorable Mayor and Members of the City Council:

This follow-up report on efforts to monitor revenues and costs of activities supported by user fees was
initiated by the city auditor pursuant to Article II, Section 13 of the city charter.  The follow-up was
initiated as part of the City Auditor’s Office policy of determining department progress in improving
program operations subsequent to issuance of our audit and special reports.

User fees are an important source of revenue.  Increases in fee revenues helped the city achieve a
balanced budget in fiscal year 2001.  One of the City Council’s top priorities is to eliminate the structural
imbalance, and user fees can be one method of addressing this priority.  FOCUS (Forging Our
Comprehensive Urban Strategy) recommended that fee-based services be self-supporting whenever
possible, and recently the City Council passed a resolution for city departments to submit information on
fee revenues and costs as part of the annual budget process.  Identifying costs for fee-based activities will
be one outcome of the city’s recent competitive efficiency initiative, which includes the development of
an activity-based costing system.

In our February 1998 special report, Fees and Service Charges:  A Comprehensive System is Needed, we
recommended that the city manager develop a user fee policy and a review program to monitor revenues
and expenditures, and to calculate and report on cost recovery for fee-supported activities.  In October
1998, the city manager drafted a user fee policy/review process, but did not submit it to the full City
Council for deliberation.

Information regarding user fees remains inadequate.  The city’s Office of Management and Budget
(OMB) has begun compiling information on the city’s fees, initially focusing efforts on fees that
individually generate at least $50,000 in annual revenues.  Some fees generate less revenue and,
consequently, they are excluded from OMB’s monitoring efforts.  Our original report identified 416
different fees and user charges.  In contrast, OMB’s current database includes only 387 fees.  Successful
monitoring of cost recovery for fee-based activities demands scrutiny of most, if not all, of the city’s fees.

Some information on direct costs has been developed since the release of our original report, but
information on indirect costs remains largely unknown.  Accurate information on the direct costs of all
fee-based activities is needed to satisfy the Governmental Accounting Standards Board’s new reporting
requirements.  Information on indirect costs would allow the city to seek reimbursement of administrative
costs connected with some federal grants.  Information on both direct and indirect costs would enable the
city to determine the extent to which full costs are recovered from the fees charged, a critical component
for evaluating the adequacy of the city’s fees.



We recommend the city manager submit his proposed user fee policy and review process drafts to the
City Council for deliberation.  Criteria for determining which fees will be monitored should ensure that a
majority of the city’s fees are included and that the reporting requirements of GASB 34 are considered.
The city manager should ensure the operating departments collect and submit the necessary information
on individual fee revenues and costs.  Indirect costs should also be identified, allocated to the operating
departments, and included in future calculation of cost recovery, which should be routinely
communicated to the City Council.  Finally, the city should seek reimbursement of administrative costs
from grant funded activities.

We sent the draft follow-up report to the city manager and the director of the Office of Management and
Budget on July 21, 2000.  A written response from the city manager is included as Appendix D.  We
appreciate the courtesy and cooperation extended to us during this project by staff in the Office of
Management and Budget, as well as staff in Codes Administration, Parks and Recreation, and Public
Works.  The team for this project was Evalin McClain and Gary White.

Mark Funkhouser
City Auditor
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_____________________________________________________________________________________

Introduction

_____________________________________________________________________________________
Objectives

This follow up report on city fees and service charges was conducted
pursuant to Article II, Section 13 of the Charter of Kansas City,
Missouri, which establishes the Office of the City Auditor and outlines
the city auditor’s primary duties.

Our February 1998 special report1 provided the City Council with
information on the fees and service charges collected by the city, and the
adequacy of available information regarding the relationship between the
revenues received for these services and the costs incurred by the city to
provide them.  Our follow-up examines the actions taken in response to
the problems identified and recommendations made in the previous
report to improve the city’s monitoring and reporting of fee revenues and
costs.  The follow-up was designed to answer the following questions:

•  What progress has been made in developing and adopting a user fee
policy as well as a user fee review process?

•  What has city staff done to identify city fees and service charges and
the revenues collected?

•  What has been done to identify and report on the costs of fee-based
services including the development and implementation of an
indirect cost allocation plan?

•  What progress has been made in obtaining cost reimbursement for
grant administration efforts?

                                                     
1  Fees and Service Charges:  A Comprehensive System is Needed, Office of the City Auditor, City of Kansas City,
Missouri, February, 1998.
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_____________________________________________________________________________________
Scope and Methodology

This follow-up report sought to assess the city’s progress in addressing
problems identified in our February 1998 report.  It is not intended to be
another full-scale review of the city’s user fees and service charges.

This follow-up was conducted in accordance with government auditing
standards, with the exception of the completion of an external quality
assurance control review of the City Auditor’s Office within the last
three years.2  Methods included:

•  Interviewing staff in the Office of Management and Budget (OMB)
and in the Codes Administration, Parks and Recreation, and Public
Works departments.

•  Reviewing prior audit work and subsequent Audit Report Tracking
System (ARTS) reports.

•  Analyzing OMB’s current database of revenues by source.

•  Reviewing the FOCUS Governance plan.

•  Reviewing the city manager’s proposed user fee/service charge
policy and proposed annual user fee review process.

•  Reviewing Resolution 990401 and the city manager’s related
response, and Resolution 990594.

•  Reviewing materials on Statement 34 from the Governmental
Accounting Standards Board.

No information was omitted from this report because it was deemed
privileged or confidential.

_____________________________________________________________________________________
Background

In 1995, the City Auditor’s Office and the Office of Management and
Budget (then known as the Office of Budget and Systems) began a joint
study to identify fees and service charges collected by the city.  Due to
other priorities, the study was not completed at that time.  However, in
June 1997, the City Auditor’s Office resumed work on the project and in

                                                     
2  The last review was in April 1995.  An external review is planned for the current year.
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February 1998 issued the special report, Fees and Service Charges:  A
Comprehensive System is Needed.

User Fees Defined

In our original report, we defined user fees as any service or activity
performed by the city for which we charge a fee or provide a benefit to
an individual, group, or business.  We excluded payments for basic
utility charges such as water and sewer service, but included fees charged
by the city that are related to providing these services, such as testing and
inspecting a water meter at a customer's request.

Our definition is similar to the one promulgated by the Government
Finance Officers Association (GFOA).  The GFOA definition states:

User charges and fees are payments for voluntarily
purchased, publicly provided services that benefit
specific individuals, and exhibit public-good
characteristics.  They include such fees as recreational
fees, sanitation charges and health service fees.3

GFOA identified three conditions that help distinguish user charges and
fees:

•  There must be an identifiable set of individuals or
firms, not the whole community, that directly
benefits from provision of the good;

•  It must be possible to exclude individuals from
consuming the good if they do not pay;

•  Individuals must have the right to choose whether to
consume the good.4

In June 1999, the Governmental Accounting Standards Board (GASB)
issued Statement 34, Basic Financial Statements – and Management’s
Discussion and Analysis – For State and Local Governments.  The
statement establishes new financial reporting requirements, including
expanded reporting of revenues and direct costs for fee-based activities.
GASB expands on GFOA’s definition, identifying exchange transactions

                                                     
3  Dennis Strachota and Bruce Engelbrekt, Catalog of Public Fees and Charges, (Chicago, Illinois: Government
Finance Officers Association, 1992), p. vii.
4  C. Kurt Zorn, Local Government Finance:  Concepts and Practices, (Chicago, Illinois:  Government Finance
Officers Association, 1991), p. 143.
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and revenues from fines and forfeitures as charges for service.  GASB
states that:

Charges for services include revenues based on
exchange or exchange-like transactions.  These revenues
arise from charges to customers or applicants who
purchase, use, or directly benefit from the goods,
services, or privileges provided.  Revenues in this
category include fees charged for specific services, such
as water use or garbage collection; licenses and permits,
such as dog licenses, liquor licenses, or building permits;
operating special assessments, such as for street cleaning
or special street lighting; and any other amounts charged
to service recipients.  Payments from other governments
that are exchange transactions – for example, when
County A reimburses County B for boarding County A’s
prisoners - also should be reported as charges for
services.5

GASB states that because fines and forfeitures are generated by the
program, they are more like charges for services than grants and
contributions, therefore, they should also be classified in the charges for
services category.6

Importance of User Fees Is Widely Recognized

User fees, service charges, and license and permit fees are an important
source of municipal revenues.  Increased revenues from fees helped the
city achieve a balanced budget in fiscal year 2001.  The City Council has
made eliminating the structural imbalance a priority; maximizing
revenues from existing city sources is one method of addressing that
goal.

Identifying the city’s costs from fee-based activities is also one of the
byproducts of the city’s recent competitive/efficiency initiative that
includes the development of an activity-based costing system.  The
importance of determining whether the fees charged cover the costs
incurred was among the recommendations of the city’s recent planning

                                                     
5  Guide to Implementation of GASB Statement 34 on Basic Financial Statements – and Management’s Discussion
and Analysis – for State and Local Governments, (Norwalk, Connecticut: Governmental Accounting Standards
Board, 2000), p. 80.
6  Guide to Implementation of GASB Statement 34 on Basic Financial Statements – and Management’s Discussion
and Analysis – for State and Local Governments, p. 27.
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effort, Forging Our Comprehensive Urban Strategy (FOCUS).7  Included
among the recommendations was the following comment concerning the
city’s fee-based activities:

To the extent practical and equitable, fee supported
services shall be self-supporting.  Where feasible and
desirable, the city shall seek to recover full direct and
indirect costs but shall also acknowledge that
consideration and provision must be made for users
without economic resources to pay full cost for some
quality of life services (parks and recreation,
immunizations, etc).  User fees shall be reviewed on a
regular basis to calculate their full cost recovery levels,
to compare them to current fee structure, and to
recommend adjustments where necessary.8

Resolution 990594, passed on April 29, 1999 expresses the City
Council’s intent to establish a year-round budget and planning process.
The impetus for the resolution includes Council concerns about the
structural imbalance, FOCUS strategies for maintaining the city’s
financial health, and increased funding commitments for deferred
maintenance, police officers, and street lights.  According to the
resolution:

As a part of the budget process each department will
submit in the appropriate format a detailed review of
current fees and charges for service.  This submission
will identify the program generating the fee, the cost of
the service provided, the total revenue generated, and the
percent of the program costs covered by the fee.  In
addition, departments shall recommend for City Council
consideration the appropriate level of costs that the fees
should cover along with an explanation of why that
coverage is appropriate.9

                                                     
7  FOCUS was an effort that began in September 1992 when the mayor, City Council, and approximately 1,000
citizens guided an innovative planning process that has resulted in a new community driven, fact-based, cohesive
policy framework to guide the city’s public policy discussions.  The resulting comprehensive and strategic plan,
FOCUS Kansas City, was adopted by the City Council in 1997.
8  FOCUS Kansas City, Governance Plan Draft, July 1997, p. 13-draft.
9  Resolution 990594, April 29, 1999.
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Cost Recovery Information Contributes to
Codes Administration’s Success

Staff in Codes Administration report they have had a fee tracking system
since 1994, and that the department has been 100 percent supported by
user fees for the past five years.  According to Codes Administration
staff, one of the benefits of knowing what portion of costs are recovered
from the fees charged is improved opportunities to successfully justify
increases in equipment or staffing that Codes staff believe are
necessary.

Summary of the 1998 Report

Our February 1998 special report found that while Kansas City had a
large number of fees, the city lacked specific information on the revenues
received from its fees, an adequate method of determining the total costs
incurred by the city to provide fee-based services, and a systematic
method of determining what percentage of the costs incurred in
providing these services is recovered from the fees charged.  The report
also found that the city lacked an indirect cost allocation plan, something
developed by most of the top 100 cities in the United States.  The lack of
such a plan prevented Kansas City from seeking cost reimbursement for
administering federal grant programs.

We recommended that the city manager develop a comprehensive list of
city services funded in part by user fees and identify any additional
services that the city could consider for fee-based funding.  We also
recommended the city manager direct departments to track revenues
collected for each individual fee-based activity.  In addition, we
recommended the development of a user fee policy, and a user fee
review process.  Further, we recommended identifying the full costs of
fee-based services, including indirect costs, and seeking reimbursement
of administrative costs.  (See Appendix A for the recommendations from
the 1998 report.)  An Audit Report Tracking System (ARTS) report
submitted by management is included as Appendix B.
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GLOSSARY

Direct costs:  Those costs directly involved in providing the service or
program, such as wages, materials, equipment, and supplies.

General taxes:  Compulsory payments, such as sales, income, or
property taxes, used to finance general government programs.  Tax
payments are not linked, directly or indirectly, with an individual's
consumption of specific goods and services.

Indirect costs:  Administrative costs not directly attributable to providing
the service or program but which support the service provision.  These
include costs for support staff providing accounting, budgeting or staff
supervision both within the department or division and for the city as a
whole, such as Finance, Law, City Clerk, etc.

License and permit fees:  Payments required to cover the costs of
government regulation of private activities, such as automobile inspection
fees or professional licenses.

Special assessments:  Compulsory payments imposed on real property
for specific benefits, such as local assessments for sidewalks.  In theory,
costs are allocated in line with benefits received.

User charges and fees:  Payments based on an individual's voluntary
consumption of goods and services.  They are similar to private market
prices but may involve a subsidy to specific users.

Utility charges:  Charges for sewer, water, and publicly provided
electricity.  These are similar to private market prices.  Benefits accrue to
identifiable individuals and payment varies with consumption.
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_____________________________________________________________________________________

Findings and Recommendations

_____________________________________________________________________________________
Summary

The city does not have an approved user fee policy and review process.
In October 1998, the city manager distributed drafts of a proposed fee
policy and proposed annual fee review process to department heads and
user fees were discussed with the City Council during budget
deliberations.  However the proposed policies have never been given to
the Council for their deliberation.

Information on the city’s user fees remains inadequate.  The city’s Office
of Management and Budget (OMB) has begun compiling information on
the city’s fees, with initial efforts focusing on those fees that generate at
least $50,000 in annual revenues.  Some fees generate less than $50,000
annually, and consequently, their cost recovery rates are not identified.
Successful monitoring of revenue and costs for fee-based activities
demands the scrutiny of most, if not all, fees.

Some information on direct costs has been developed while indirect costs
remain largely unknown.  The development of complete direct cost
information cannot be delayed much longer because the reporting
requirements from the Governmental Accounting Standards Board will
soon require reporting all fee revenues and direct costs. .  The lack of
information on indirect costs prevents the city from seeking
reimbursement for administrative costs connected with some federal
grants.  Lacking complete information on direct and indirect costs
impedes the city’s efforts to accurately determine the extent to which
costs are recovered from the fees charged

We recommend the city manager submit his proposed user fee policy and
review process drafts to the City Council for deliberation.  Criteria for
determining which fees will be monitored should focus on more than the
revenue provided by each fee and ensures full compliance with expanded
reporting requirements.  The city manager should ensure operating
departments collect and submit the required information on individual
fee revenues and direct costs.  Indirect costs should be determined,
allocated to the operating departments, and included in future
calculations of cost recovery.  Finally, the city should seek reimburse-
ment of administrative costs from grant-funded activities.
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_____________________________________________________________________________________
A User Fee Policy/Review Process Has Not Been Adopted

The city manager sent a draft user fee policy and review process to
department directors in October 1998 and the issue of user fees was
discussed with the City Council during budget deliberations.  The
proposed policies were not, however, submitted to the City Council for
deliberation.

In our original report, we recommended the city manager propose
establishing a fee policy that describes the level of funding the city will
provide for different classifications of fees.  While some fees would be
expected to fully cover the costs of providing the related fee-based
services, others would recover only a portion of the cost.

We also recommended that revenues and expenditures from fee-based
activities be identified and used to calculate cost recovery.  Finally, we
recommended the city manager establish a system that routinely
compares actual cost recoveries to the policies established by the
Council, along with a mechanism for periodically communicating the
results to the City Council.

The city manager distributed drafts of the user fee policy and review
process to department heads in October 1998.  (See Appendix C for a
copy of the drafts.)  The executive overview included in the city
manager’s submitted budget for fiscal year 2001 indicates that during the
budget priority setting effort, the City Council received:

An update on user fee policy, which examined the
amount of revenue generated by these fees and the
annual review process.10

Budget staff report that the City Council has been informed about both
draft policies but has not been given the opportunity to discuss and
approve them.  Budget preparation materials for fiscal years 2001 and
2002 include a “Kansas City User Fee Policy” as an appendix and it
appears to be very similar to the one proposed by the city manager in
1998.  We recommend the city manager seek approval from the City
Council of both the proposed user fee/service charge policy and the
proposed annual user fee review process.

                                                     
10  Executive Overview, Submitted Budget 2001, Kansas City, Missouri, p. EO-1.
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_____________________________________________________________________________________
Information on User Fees Remains Incomplete

Information regarding user fees charged by the city remains incomplete.
Since the release of our original report, the Office of Management and
Budget (OMB) has begun to collect information on fees, focusing initial
efforts on those providing at least $50,000 in annual revenues.  Fees
collected by several departments do not meet this threshold, excluding
them from current efforts to scrutinize their revenues and costs.
Effective efforts to monitor cost recovery for fee-based activities demand
scrutiny of most, if not all, fees.

Information on Some City Fees Is Now Collected

Our original report recommended that the city manager develop a
comprehensive list of city services, identifying all services funded in part
by user fees and those funded by other sources.  Identifying all fee-based
activities could help identify fees that had not been increased to keep up
with the cost of providing the fee-based services.  It could also identify
services for which fees were not being charged but might appropriately
be supported by fees.

In recent years, OMB’s budget instructions requested that departments
provide information on fees and revenues.  Budget instructions for fiscal
year 2001 requested departments provide information including the fee
amount, adopted revenue, expenditure figures (direct costs only), and
information on cost recovery.  OMB staff report they initially focused on
services generating $50,000 in annual revenues.  Using this information,
OMB has established a database of information on reported revenues by
source and costs.  The budget instructions for fiscal year 2002 requests
departments provide cost recovery analysis for “every
program/organization partially or fully funded by user fees of over
$100,000 in annual revenue.”11

Fees collected by several departments apparently do not meet these
thresholds, even when all their revenues are combined.  Our original
report identified 416 different fees and user charges, collected by 17 city
departments.  In contrast, OMB’s database includes 387 separate fee-
based revenue sources collected by 13 city departments.  (See Exhibit 1.)

                                                     
11  Budget Reference Manual, Fiscal Year 2001 – 2002, Office of Management and Budget, City of Kansas City,
Missouri, p. 60.
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Exhibit 1.  Number of Fees by Department, 1998 and 2000
Department CAO 1998 OMB 2000

Parks and Recreation 87 141
Neighborhood and Community Services 80 13
Codes Administration 48 14
City Planning and Development 28 9
Aviation 27 46
Finance 26 57
Water Services 23 50
Health 22 14
Public Works 20 17
Convention and Entertainment 15 17
Fire 11 3
Municipal Court 12 0
Office of Environmental Management 9 0
City Clerk 5 0
Human Relations 1 0
Human Resources 1 0
Housing and Community Development 1 0
City Auditor’s Office 0 0
Law 0 0
Information Technology 0 5
Police 0 1
  Total Fees 416 387

Sources:  Fees and Service Charges: A Comprehensive System is Needed,
Office of the City Auditor, City of Kansas City, Missouri, February,
1998, p. 4; and Office of Management and Budget and City Auditor’s
Office calculations.

OMB’s current database excludes fees collected by six departments,
including the Municipal Court, Office of Environmental Management
and City Clerk.  Fees excluded from OMB’s current monitoring efforts
will not receive the same level of scrutiny of their revenues and costs.
As efforts to collect information on the city’s significant revenue
producing fees are completed, decisions are needed regarding which of
the city’s other fees should be included in OMB’s database.

GASB identifies more user fees.  The Governmental Accounting
Standards Board (GASB) broadly defines user fees to include exchanges
transactions and fines and forfeitures.  Some of these items, for example
fines collected by the Municipal Court, are not currently included in
OMB’s database.  Compliance with the requirements of GASB 34 may
also require monitoring these items.

Effective monitoring of cost recovery for fee-based activities demands
scrutiny of most, if not all, fees.  The city manager should establish
criteria for determining which fees will be monitored that focus on more
than just the amount of revenues received from the fee.  The reporting
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requirements of GASB 34 should also be considered.  Once all the fees
that will be monitored are identified, the city manager should ensure
operating departments collect and submit information on the revenues
and costs connected with these fee-based activities.

OMB Should Separate Fees from Other Revenue Sources

OMB now maintains a database of revenue sources and identifies the
total revenues each source provides to the city on a fiscal year basis.
OMB’s database includes 476 service charges, licenses, permits, and
fees, as well as items not normally considered user fees, including
interest income, inter-fund transfers, grants, and utility charges.  Using
the information maintained by OMB, we compared each item to GASB’s
definition of charges for service and identified the revenue sources that
meet their criteria.  We found that 387 of the 476 revenue sources
included in the OMB database actually meet GASB’s definition of a cost
for service.  Exhibit 2 identifies the total fee revenues by department.

Exhibit 2.  Fee Revenues by Department, Fiscal Years 1997 to 1999

Department
Number of

Fees 1997 1998 1999
Water Services 50 $98,401,762 $104,495,266 $106,712,520
Aviation 46 65,748,095 71,810,931 76,243,730
Finance 57 27,590,083 28,009,991 26,923,406
Parks and Recreation 141 7,758,406 9,290,466 10,219,096
Convention and Entertainment 17 5,467,353 5,307,000 9,560,000
Codes Administration 14 5,492,189 5,295,815 5,388,879
Public Works 17 4,182,027 4,080,929 4,519,458
Health 14 3,448,953 3,582,924 3,418,641
Neighborhood and Community Services 13 1,811,232 1,765,000 2,276,000
Fire 3 1,614,257 1,841,146 1,960,000
Information Technology 5 1,011,106 1,267,477 953,856
City Planning and Development 9 690,808 674,000 511,400
Police 1 127,815 125,000 228,044
  Totals 387 $223,344,086 $237,545,945 $248,915,030
Sources:  Office of Management and Budget, and City Auditor’s Office calculations.

While we recognize the importance of tracking revenues from other
sources such as interest income, grants, and utility charges, we
recommend separately identifying user fee revenue sources from other
items to identify total revenues derived from fee-based activities.
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_____________________________________________________________________________________
Cost Information Remains Inadequate

Our original report recommended that cost information for fee-supported
services be developed and that all costs (direct and indirect) be identified.
Since the report, information on direct costs for some activities was
developed and combined with revenue data to calculate direct cost
recovery rates for some city activities, however, OMB staff report
additional work is needed.  Recent changes in government accounting
standards will soon require information on all direct costs.

Information on the indirect costs that should be allocated to the city’s
fee-based services is unavailable, pending completion of the city’s
activity-based costing efforts.  Until indirect costs are identified and
allocated, the city is prevented from seeking reimbursement of
administrative costs connected with some federal grants.  Lacking
information on all costs also impedes efforts to determine full cost
recovery rates for the city’s fee-based activities.

Information on Direct Costs Will Soon Be Required

Our original report recommended the city manager direct all departments
with fee-based activities to begin identifying the full cost (direct and
indirect) associated with providing these services.  Direct costs for some
activities have been identified but OMB staff report additional work is
needed.  A recent change in government reporting standards requires all
direct costs associated with providing fee-based services to be identified
for inclusion in the city’s financial statements beginning in fiscal year
2003.

Direct cost recovery has been calculated for some activities.
As part of the fiscal year 2001 budget submittal, OMB asked
departments to provide user fee cost recovery information using adopted
revenues and adopted budgeted direct program costs.  The January 2000
ARTS report included information on cost recovery rates provided by the
departments.  Some activities only recover a portion of the city’s direct
costs from the fees charged.  Reviewing this information and
determining the adequacy of the cost recovery rates achieved would be a
function of the user fee review process.  (See Exhibit 3 for selected
recovery rates from the ARTS report.  See Appendix B for the full list of
recovery rates attached to the ARTS report.)
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Exhibit 3.  Direct Cost Recovery Rates for Selected Activities, Fiscal Years 2000 and 2001

Type/
Department

FY 2000
Adopted
Revenue

Direct
Program

Costs

FY 2000
Cost

Recovery

FY2001
Estimated
Revenue

Direct
Program

Costs

FY 2001
Cost

Recovery
User Fees
Parks and Recreation –
  Zoo $5,400,000 $8,955,575 60.3% $5,427,000 $8,892,445 61.0%
Parks and Recreation –
  Athletic Programs 149,051 505,493 29.5% 147,410 514,944 28.6%
Parks and Recreation –
  Community Centers 778,000 4,182,176 18.6% 1,062,865 4,439,274 23.9%
Licenses and Permits
Finance/Neighborhood &
  Community Services –
  Regulated Industries $939,494 $397,851 236.1% $725,394 $486,044 149.2%
Fire – Fire Prevention
  Permits 825,000 955,773 86.3% 850,000 1,081,536 78.6%
Health – Food Inspection
  Fees 365,732 533,180 68.6% 365,732 523,599 69.8%
Other Charges
City Development –
  Relocation Fees $75,400 $118,077 63.9% $75,400 $136,682 55.2%
Neighborhood &
  Community Services –
  Reimbursement for
  Weed Control 130,000 632,219 20.6% 180,000 736,834 24.4%
Neighborhood &
  Community Services –
  Reimbursement for
  Building Demolition 175,000 4,346,518 4.0% 150,000 4,078,604 3.7%
Source:  Memorandum from Larry Plaisted, Budget Officer, to members of the Finance & Audit Committee, January

11, 2000.

Revised standards require reporting all direct costs.  The
Governmental Accounting Standards Board’s requirements for state and
local governments were recently expanded to include reporting the
impact of fee-based services in city financial statements.  Statement 34
requires local governments:

To report the relative financial burden of each of the
reporting government’s functions on its taxpayers.  This
format identifies the extent to which each function of the
government draws from the general revenues of the
government or is self-financing through fees and
intergovernmental aid.12

                                                     
12  Guide to Implementation of GASB Statement 34 on Basic Financial Statements – and Management’s Discussion
and Analysis – for State and Local Governments, p. 78.
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The new reporting requirements are intended to help users of government
financial reports:

•  Assess the finances of the government in its entirety,
including the year’s operating results;

•  Determine whether the government’s overall
financial position improved or deteriorated;

•  Evaluate whether the government’s current-year
revenues were sufficient to pay for current-year
services;

•  See the cost of providing services to citizens;

•  See how the government finances its programs –
through user fees and other program revenues versus
general tax revenues; and

•  Make better comparisons between governments.13

Governments with total annual revenues of $100 million or more are
required to apply the requirements of GASB 34 to financial statements
for periods beginning after June 15, 2001.  For Kansas City, Missouri,
financial statements prepared for fiscal years 2003 and beyond are
affected.

Complying with these new reporting requirements means that direct
costs for all fee-based activities must be identified in time for inclusion
in the fiscal year 2003 financial statements.  We recommend the city
manager ensure that all direct costs are identified in time to meet this
deadline.

Indirect Costs Should Be Identified

Our original report also recommended developing an indirect cost
allocation plan, a necessary step for assigning the city’s indirect costs to
the operating departments.  Portions of these costs were expected to be
attributed to providing fee-based services, so we further recommended
the city manager ensure the allocated indirect costs were included in the
calculation of the city’s total costs for providing these services.

                                                     
13  Preface and Summary of Statement No. 34, Basic Financial Statements – and Management’s Discussion and
Analysis – for State and Local Governments, Governmental Accounting Standards Board,
(http://www.rutgers.edu/Accounting/raw/gasb/st/summary/gstsm34.html).
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Accurate information on the indirect costs that should be allocated to fee-
based services is unavailable.  Instead of allocating costs based on actual
usage of other department functions, the city employs a uniform
allocation method, distributing indirect costs to departments as
administrative service charges.  According to OMB staff, two
departments, Public Works and Neighborhood and Community Services,
have indirect cost allocation plans.

The city’s activity-based costing system is expected to determine the full
costs of providing city services.  However, until indirect costs are
identified and allocated, the city is prevented from seeking
reimbursement of administrative costs connected with some federal
grants and remains unable to compare the full costs of providing fee-
based services to the revenues received.

Activity-based costing efforts have begun.  In March 1999, the City
Council passed Resolution 990401 directing the city manager to
implement activity-based costing.  Activity-based costing (ABC) is a
method of assigning costs to services based on their consumption of
resources.  ABC captures organizational costs for operations, including
overhead, when appropriate, and applies these costs to the services that
required the costs to be incurred.  Recognized benefits of ABC include
more accurate information on the costs of business processes and
justification for user fee increases to recover both direct and indirect
costs.

Identifying indirect costs is necessary for grant reimbursements.
The development of an indirect cost allocation plan would allow the city
to seek reimbursements of administrative costs from activities funded
through federal grants. Our original report noted that recovery of
administrative costs was one of the benefits identified by the city’s
outside auditors as achievable with an indirect cost plan.

The outside auditors recommended a plan be developed for use in
determining administrative cost allowances available from all
intergovernmental revenues.  Once the amount of recoverable
administrative costs was known, the outside auditors suggested the city
make an informed decision regarding the advisability of recovering such
costs from grant revenues.

Since the release of our original report, the city manager directed OMB
to determine the potential recovery of indirect costs from grants.  All
departments will be asked to review which grant programs allow for
administrative cost recovery and whether the recovery would reduce the
amount available for program services.
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We identified ten criteria which must be considered when determining
whether costs are reimbursable.

Exhibit 4.  Criteria for Identifying Reimbursable Indirect Costs
1. Necessary and reasonable.

2. Allocable under the provisions of Circular A-87.

3. Authorized or not prohibited.

4. Conform to limitations or exclusions set forth in Circular A-87.

5. Consistent with policies, regulations and procedures.

6. Treated consistently.  A cost may not be assigned to a federal award
as a direct cost if any other cost incurred for the same purpose in like
circumstances has been allocated to the federal award as indirect
costs.

7. In accordance with generally accepted accounting principles
(GAAP).

8. Not included in another award and not used for cost sharing or
matching in either the current or a prior period, except as specifically
provided by federal law or regulation.

9. Net of applicable purchase discounts, rebates or allowances,
recoveries or indemnities on losses, insurance refunds or rebates
and adjustments of overpayments or erroneous charges.

10. Adequately documented to demonstrate compliance with Circular A-
87 cost principles.

Source:  Participants Manual, Governmental Accounting, Financial Reporting
              and Budgeting, (Alexandria, Virginia: Association of Government
              Accountants), pp. 4 - 13 to 4 - 15.

The U. S. Office of Management and Budget’s Circular 87, Cost
Principles for State, Local and Indian Tribal Governments, provides
guidance for developing indirect cost allocation plans used for charging
certain administrative costs to federal grant programs.  Guidelines and
illustrations of indirect cost proposals are also provided in a brochure
published by the Department of Health and Human Services entitled, A
Guide for State and Local Government Agencies:  Cost Principles and
Procedures for Establishing Cost Allocation Plans and Indirect Cost
Rates for Agreements with the Federal Government.
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An interim allocation method is needed.  Until the activity-based
costing system is completed, the city manager should develop an interim
cost allocation method and submit it to the federal government for
approval.  Once approved, the city manager should seek reimbursement
of recoverable costs from federal grants.  In addition, the city manager
should ensure departments use the indirect cost allocation plan to
determine the indirect costs associated with providing fee-based services
and begin comparing the full costs of fee-based activities to the revenues
received.

Cost Allocation in Overland Park, Kansas

Calculating and allocating indirect costs does not require an
elaborate system.  Smaller cities, such as Overland Park, Kansas,
have developed a system for allocating indirect costs, based on the
total costs of departments identified by staff as providing
administrative and support services.

At the time of our original report, Overland Park calculated its
overhead rate by taking the total costs of the administrative and
support service departments (Mayor and Council, Law, Human
Resources, etc.), and dividing it by the total expenditures for all
other departments (less capital outlay, debt service, and capital
improvements).  The resulting rate was then applied to each user
fee-related service’s direct expenditures.
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_____________________________________________________________________________________
Recommendations

1. The city manager should submit his proposed user fee policy and
review process drafts to the City Council for deliberation.

 
2. The city manager should establish criteria for determining which fees

will be subject to routine review of revenues, expenditures and cost
recovery amounts that focus not only on the amount of revenues
derived from the individual fees but also allows for full compliance
with the reporting requirements of GASB 34.

 
3. Once criteria for determining which fees to monitor have been

established, the city manager should ensure operating departments
collect and submit the necessary information on individual user fees
to fully comply with the developed criteria.  Aggregate information
on user fee revenues and costs should be reported separately from
other revenue sources.

 
4. The city manager should establish an interim method of allocating

the city’s indirect costs for use until activity-based costing efforts are
completed.  Once developed, the city manager should ensure indirect
costs are allocated to the operating departments and included in each
department’s calculation of full costs for providing fee-based
activities.

 
5. The city manager should direct departments to calculate cost

recovery rates using the current information on fee revenues, direct
costs, and the allocated indirect costs, and submit this information to
the Office of Management and Budget, for communication to the
City Council and their establishment of cost recovery goals.

 
6. The city manager should submit the city’s interim indirect cost

allocation plan to the federal government for approval.  Once
approved, the city manager should seek reimbursement of allowable
administrative costs from federal grants.
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Appendix A

_____________________________________________________________________________________
Prior Recommendations
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Prior Recommendations

1. The city manager should develop a comprehensive list of city
services, identifying all services funded in part by user fees and
others funded by other sources.  Once developed, this list should be
compared to similar lists obtained from comparable cities and found
in literature on fees and service charges.  From these comparisons,
the city manager should identify any additional services that the city
could consider for fee-based funding.  The identified activities should
be brought before the City Council for consideration.

2. The city manager should propose for City Council consideration a
resolution establishing a fee policy which describes the level of
funding the city will provide for different classifications of fees.

3. The city manager should complete an indirect cost allocation plan to
determine what portion of the city’s overhead costs will be the
responsibility of the operating departments.  The city manager
should ensure that the cost allocations are provided to the operating
departments and that portions of these costs are included in the
calculation of the city’s total costs in providing services for which we
charge a fee.

4. The city manager should direct departments to gather and maintain
information on the costs associated with administering grant funds
that are reimbursable under OMB Circular A-87.  The city manager
should submit these costs along with the developed cost allocation
plan to the federal government for approval.  Once approved, the city
manager should ensure departments begin seeking reimbursements
of the allowable costs.

5. The city manager should direct all departments with fee-based
activities to begin identifying the full costs associated with providing
the fee-based services, including a portion of the indirect costs,
allocated to the operating department based on the city manager’s
cost allocation plan.

6. The city manager should further direct departments to begin tracking
the revenues collected for each fee-based activity in a manner that
allows the revenues collected for each fee to be individually
identified.

7. The city manager should establish a system to monitor departments
as they track fee revenues and expenditures and calculate actual
cost recovery rates to ensure that this work is completed
satisfactorily.  The developed system should include routine
comparison of actual cost recoveries to those established by City
Council policies and the periodic reporting of the results of this
comparison to the Council for review and comment.  The developed
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system should also include a mechanism for periodic review and
adjustment of the fee amounts charged and the established cost
recovery goals.
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_____________________________________________________________________________________

Appendix B

_____________________________________________________________________________________
Audit Report Tracking System (ARTS) Report
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_____________________________________________________________________________________

Appendix C

_____________________________________________________________________________________
City Manager’s Draft User Fee/Service Charge Policy/Annual User Fee
Review Process
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_____________________________________________________________________________________

Appendix D

_____________________________________________________________________________________
City Manager’s Response
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